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KEY ECONOMIC 


Values in US$ millions at current prices 
unless otherwise stated 


INDICATORS: 


HONG KONG 


Exchange Rate: 
1980 Jan.-Dec.US$1 


HK$4.993 


1979 Jan.-Dec.US$1 
1978 Jan.-Dec.US$1 = 


HK$5.007 
HK$4.693 


Percent 
Change 


1980 ‘80 over '79* 


1978 


1979 
INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($Bil) 
GDP @ Constant 1973 Prices ($Bil) 
GDP per capita, Current Prices ($) 
GDP per capita, Constant, 1973 
Prices ($) 
PRODUCTION (='s EXPORTS) 
Garments 
Watches & Clocks 
Electrical Machinery & Appliances 
Plastic Toys and Dolls 
Textile Fabrics 
Transistor Radios 
Metal Manufactures 259.0 343. 408.0 
Registered Industrial Employment ('000) 817 871 892 
Registered Industrial Vacancies ('000) 57 55 37 
Real Average Daily Wages Index ('74 = 100) 121-125 135-129 130-130 
Tourist Arrivals ('000) 2,054 2,213 2,301 
MONEY & PRICES 
Redefined Money Supply (Mj$ Bil) 
Redefined Money Supply (M3$ Bil) 
External Public Debt 
Prime Lending Rate (%) 
Hang Seng Consumer Price Index 
(1974 = 100) 
FOREIGN TRADE 
Domestic Exports (FAS) 
To U.S. 
Reexports (FAS) 
To U.S. 
Imports (CIF) 
From U.S. 
TRADE WITH U.S. 1980 
Exports: Garments 
Electrical Machinery 
Photo Apparatus 
Plastic Toys & Dolls 
Watches & Clocks 
Office Machines 
Radio Receivers 


Zie2 
12.4 
4,192 


14.7 7. 
10.8 11. 
3,200 3,564 


23.2 
9.0 
19'.1 
2,348 5.4 


2,309 2,387 


3,259.8 3,880. 
582.9 870. 
454.9 646. 
559.9 718. 
467.2 621. 
324.6 415. 


4,658.2 
1,259.4 
899.3 
806.8 
689.3 
541.1 


14.2 
16.4 
735.3 
75-8 .75 


a5.1 

43:9 
1,536.7 
8.75-14.5 


19.4 
28.0 
34.0 
12-17 
125.4 145.5 166 
8,675.0 
3,223~-6 
2,811.0 

262.6 
13,432.2 
1,602.9 


11,182.4 
3,759.4 
4,004.4 

3938.9 

17,167.4 

2,073.1 


13,653.3 
4,524.6 
6,022.8 

617.8 

22,361.5 

2,645.7 


21.9 
20.2 
50.2 
54.6 
30.1 
27.4 


281.5 
211.4 
188.2 
180.1 


Office Machines 

Elec. Machinery 

Gems 

Plastic Materials 

Textile Fibers, 
Waste 

Fruits & Vegetables 

General Industrial 
Machinery 


1,617.4 
427.2 
390.7 
327.0 
324.4 
312.8 
155.5 


Imports: 


177.8 
155.3 


98.7 
*Computed from HK$ figures 





SUMMARY AND OUTLOOK 


The Hong Kong Government's noninterventionalist policy and commit- 
ment to free enterprise provide a flexible structure in which the 
economy continues to grow rapidly. Despite the discouraging condi- 
tions prevailing in the industrialized economies and the sharp de- 
cline in their import growth rate, Hong Kong continued to record a 
rapid growth rate in its exports. This led to a 9 percent real 
increase in gross domestic product (GDP) in 1980. Hong Kong's 
economic growth has now been sustained for 5 consecutive years at 
an average annual rate of 11.3 percent. The 1981 economic outlook 
is fairly promising, with 1981 GDP forecasted to grow at 8 percent. 
Domestic exports are projected to increase 7 percent in real terms. 


A possible cloud on Hong Kong's sunny economic horizon is double 
digit inflation, stimulated by rapid monetary growth. Hong Kong's 
inflation rate will remain at about 12 percent in 1981, with in- 
terest rates exceeding 13 percent. 


The slowdown in demand for labor, coupled with a rise in its supply 
caused by the influx of immigrants, led to little increase in real 
wages during 1980. In October 1980, the Hong Kong Government 
abandoned its "touch-base" policy for illegal immigrants whereby 
those who reached the urban areas were allowed to remain. Wages 
are expected to creep up again in line with the projected growth 

in domestic exports in the second half of 1981. 


With the development of China's international trade, Hong Kong con- 
tinued to reap the benefits of being an entrepot. The rapid expan- 
sion of the tertiary sector--which now accounts for two-thirds of 
GDP--is mainly a reflection of Hong Kong's increasingly important 
role as an international financial center and gateway to China. 


The United States remains Hong Kong's largest trading partner, al- 
though Hong Kong's market diversification efforts are making head- 
way. America's share--12 percent--of the import market has remained 
constant for the last decade. Areas of potential growth for U.S. 
imports include textile fabrics, cotton, plastic materials, special 
machinery, consumer products, fresh fruits and vegetables, processed 
food products, and grocery line items. The reexport of U.S. prod- 
ucts to China via Hong Kong also offers opportunities. Hong Kong's 
reexports to China from the United States totaled US$67.5 million 

in 1980, representing an increase of 158 percent over 1979 (a low 
base). 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Export-led Economic Growth 


The Hong Kong economy continued to be export-led in 1980. Because 
of the sluggish economic performance of Hong Kong's main overseas 
markets, Hong Kong's export growth slowed down significantly after 
an initial timelag. In the first half of last year, Hong Kong's 
domestic exports registered a real growth of 18 percent but slack- 
ened to a 5 percent increase in the second half. As a whole, do- 
mestic exports increased by 11 percent, in real terms, throughout 
1980. 


FOREIGN TRADE 


Domestic Exports: Hong Kong's total domestic exports by value 
expanded by 22 percent last year. Exports to the United States 
increased by 20 percent, roughly in line with Hong Kong's domestic 
export growth. The United States remained the largest market for 
Hong Kong's products, accounting for 33 percent of total domestic 
exports by value in 1980. However, Hong Kong's exports to the 
United States suffered a severe slowdown at yearend--the real 
growth rate decreased from 21 percent in the second quarter to no 
growth in the fourth quarter. Exports to West Germany and the 
United Kingdom registered negative real growth rates of 2 percent 
and 6 percent, respectively, in the final quarter of 1980. The 
relative importance of smaller markets increased as exports to 
these countries grew at a faster pace than total domestic exports. 
Hong Kong's market diversification efforts are thus making headway. 


The garment sector maintained its number one export position, with 
34 percent of Hong Kong's total domestic exports by value, but 
declined in relative importance as a result of industrial diversi- 
fication. Exports of textiles and clothing grew at only 12 percent 
and 16 percent, respectively, well below the 22 percent overall 
increase. In value terms, exports of electronic components and 
electrical appliances registered the most rapid growth rates--86 
percent and 64 percent, respectively. Hong Kong continued to reap 
the benefits of China's modernization programs with exports to 
China increasing by 166 percent, totalling US$321 million in 1980. 


Since about 75 percent of Hong Kong's domestic exports are sold to 
the Organization for Economic Cooperation and Development (OECD) 
countries, Hong Kong's export prospects depend largely on the out- 
look for the OECD economies. While some of these countries' 
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economies began to recover in the beginning of this year, their 
volume of imports, as a whole, is expected to be marginally less 
in 1981 than in 1980. Hong Kong's statistics on orders on hand 
and retained imports of raw materials and semimanufactured goods 
show that Hong Kong's exports will grow at a slower rate during 
1981, although exports will probably recover in the second half of 
this year. 


Reexports: The reemerging role of Hong Kong as an entrepot can be 
seen in the rapid rise of reexports. Reexport trade in the last 

3 years registered accelerating growth rates, with a 50 percent 
increase in reexports value in 1980. This growth is attributable 
largely to the expansion in China's international trade and the 
development of Hong Kong's tertiary sector, notably financial and 
related business services. The proportion by value of Hong Kong's 
total exports accounted for by reexports increased from 26 percent 
in 1979 to 31 percent in 1980. 


China continues to be the largest source of and market for Hong 
Kong's reexports. In 1980, China's supply of reexports to Hong 
Kong increased by 48 percent, amounting to US$1681 million, or 28 
percent, of Hong Kong's total reexports by value. Following China, 
other major suppliers of reexports were Japan (20 percent), the 
United States (11 percent), and Taiwan (7 percent). During the 


same time period, Hong Kong's reexports to China grew at a fast 
253 percent pace to reach US$930 million. Chinese purchases ac- 
counted for 15 percent of Hong Kong's total reexports by value in 
1980, compared with 7 percent in 1979. The next major buyers of 
Hong Kong's reexports were the United States (10 percent), Indo- 
nesia (9 percent), Singapore (8 percent), and Taiwan (7 percent). 
Textiles, watches and clocks, and electrical machinery and appli- 
ances continued to be the major commodities reexported via Hong 
Kong. 


Imports: Because of the rapid expansion in reexports, Hong Kong's 
imports grew by 30 percent last year. Hong Kong's imports from 
Asian countries registered the most rapid growth rates in 1980. 

In value terms, imports from Singapore and South Korea increased 
by over 50 percent, while imports from China and India grew by 
over 40 percent. However, Japan, China, and the United States, 
with market shares of 23 percent, 20 percent, and 12 percent, 
respectively, remained Hong Kong's leading suppliers. 


In line with export performance, the real growth rate of retained 
imports of raw materials and semimanufactured goods slowed down 
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from 15 percent in the first half of 1980 to only 1 percent in the 
second half. Imports of capital goods grew by 20 percent, reflect- 
ing expanded investment in plant and machinery. Food imports grew 
by 10 percent, due to population growth and the substitution of 
imported foods for domestic produce. Imports of consumer goods, 

up 29 percent, in real terms, reflected expanded private consump- 
tion expenditures in 1980. 


Imports from the United States: Ranking as Hong Kong's third major 
import market after Japan and China, the United States continues to 
supply 12 percent of Hong Kong's total imports, a market share 
which has remained stable since 1970. In 1980, the United States 
was the largest supplier of raw cotton and chemicals and the second 
largest supplier of food, machinery, and transport equipment. Com- 
modities showing significant growth included paper and paper prod- 
ucts (up 50 percent), special machinery (up 47 percent), electrical 
machinery and appliances (up 47 percent), plastic materials (up 37 
percent), and miscellaneous manufactured articles (up 37 percent). 
The delivery of four B747 aircraft to Cathay Pacific helped to mark 
a 156 percent increase in the value of transport equipment imported 
from the United States. 


Balance of Trade: Since the 1975 recession, Hong Kong's imports 
have grown at an annual rate of 17.6 percent, slightly higher than 
exports at 16.6 percent. The trade deficit as a proportion of 
total exports by value increased from 13 percent in 1979 to 13.6 
percent in 1980. Hong Kong's trade deficit widened to US$2.7 bil- 
lion in 1980. 


Invisible Trade: Hong Kong's invisible export earnings consist 
mainly of receipts from tourism, transportation, and financial 
services. Although tourist arrivals in Hong Kong increased by 4 
percent in 1980, net exports of all services decreased by 2.5 per- 
cent due to a decline in tourist spending. The Hong Kong Govern- 
ment expects that net exports of all services will grow by 3 per- 
cent in 1981l--a significant improvement in view of the sluggish 
international economic outlook. 


Labor: The seasonally adjusted unemployment rate increased from 
2.3 percent in March 1979, the lowest figure in the last decade, 
to 3.8 percent in September 1980. Increased unemployment mainly 
resulted from the slowdown in domestic exports and the rapid rise 
in the labor supply. Because of the influx of legal and illegal 
immigrants in 1980, the labor force increased by 8.3 percent, com- 
pared with a 3.4 percent population growth, representing a rela- 
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tively higher labor force participation rate by the newcomers. 
The financial and trading services sectors continued to record 
higher growth rates of employment at 15.5 percent and 9 percent, 
respectively. Manufacturing employment, on the other hand, in- 
creased by only 1.4 percent, compared with an overall 7 percent 
growth in total employment. As a whole, the increase in real 
wages has slowed down, particularly in the manufacturing sector, 
where real wages actually decreased by 1 percent. 


Price Indexes: In 1980, consumer prices continued to rise at an 
annual rate of 15.5 percent, faster than predicted. The Hang Seng 
price index for higher income families increased by 14.9 percent, 
while the indexes for low- and middle-income families rose by 15.5 
percent and 15.1 percent, respectively. The index for the general 
price level of domestic production, the GDP deflator, increased 

by 13 percent over 1979. 


The year 1981 is likely to be the third consecutive year of double 
digit inflation. Increased fuel costs and the weak Hong Kong 
dollar will adversely affect the inflation outlook. The rapid 
growth in money supply resulting from unchecked credit expansion 
provides a major impetus for price increases. Consumer prices are 
projected to increase by 12 percent and the GDP deflator by 10 
percent in 1981. 


Money and Banking: The broadly defined money supply, M3 (currency 
held by the nonbank sector, demand and time deposits placed with 
banks and deposit-taking companies), was US$26 billion at the end 
of 1980, up 40 percent from a year ago. During the same time 
period, total loans and advances rose by 64 percent. The high 
level of money supply was partially affected by surging property 
prices and the volatile stock market, which saw high turnover and 
wide movements in share prices. 


In an effort to formalize the Hong Kong Government's involvement 
in the process of setting interest rates, the old Exchange Banks 
Association (EBA) was replaced by the new, statutory Hong Kong 
Association of Banks (HKAB), effective January 12, 1981. All 
licensed banks are now required to join the HKAB and observe the 
new rules. The Hong Kong Government continues to regard interest 
rates as its only monetary management instrument. The Government 
is now considering permitting certain large deposit taking com- 
panies (DTC's) to be designated as "merchant banks," with the 
right to take deposits--in amounts greater than US$100,000--of 
less than 3 months duration. All other DTC's will likely be 
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restricted to accepting deposits with a longer duration. At the 
end of 1980, there were 302 registered DTC's and 113 licensed banks 
in operation. Of the banks, 81 were foreign banks incorporated 
outside of Hong Kong from 20 different countries. After it moves 
to tighten controls over the financial system, the Hong Kong Gov- 
ernment will then consider relaxing the moratorium on new bank 
licenses. 


Interest Rates: Hong Kong adjusted its interest rates periodically 
during 1980 in response to changes in interest rates in other coun- 
tries, particularly the United States. Hong Kong's prime rate 
bottomed out at 10 percent in July and rose to 17 percent in Decem- 
ber. Hong Kong has maintained this level despite the widened in- 
terest rate differential between Hong Kong and the United States. 
This led to a weakened Hong Kong dollar and affected the internal 
price level. 


Exchange Rates: As a result of an increase in the trade deficit, 
a decrease in net exports of services, and an outflow of funds, 
the Hong Kong dollar's trade weighted exchange rate index declined 
by 4.9 percent during 1980. In the same time period, the exchange 
value of the Hong Kong dollar against the U.S. dollar declined 
from HK$4.96=US$1 at the end of 1979 to HK$5.14=US$1 at the end of 
1980. A weak local currency helps Hong Kong's exports, but it 
raises the price of its imported goods causing inflation to in- 
crease. 


Government Budget: Despite the Hong Kong Government's affirmation 
to limit public sector expansion, its relative share of GDP has 
increased rapidly from 15 percent in 1973 to 21 percent in 1980. 
In Fiscal Year 1981/82, the Government projects a large fiscal 
surplus of US$1.6 billion, even after a proposed US$237 million 
tax cut. The Government plans to boost personal and supplementary 
allowances (tax exempt income) by 50 percent and cut corporate 
taxes from 17 to 16.5 percent. 


Total government revenue and expenditures are forecast at US$6.5 
billion and US$4.9 billion, respectively. One-third of total gov- 
ernment revenue will be generated from land sales. Priority ex- 
penditures will include housing, transportation infrastructure, 
technical education, and land production. The current emphasis 
will remain on social services and community services, which will 
account for 46 percent and 21 percent, respectively, of total 
public expenditures. 
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Foreign Investment: In an effort to diversify its manufacturing 
base, Hong Kong is now attempting to import technology from over- 
seas through foreign investment. Direct foreign investment rose 
by 11 percent in 1980 to reach US$510 million at yearend. The 
United States remained the leading foreign investor in the local 
manufacturing sector, with a total of US$205 million spread among 
141 establishments (including 40 in electronics, 23 in textiles, 
12 electrical products, 10 metal products, and 9 chemicals). The 
major foreign direct investors in Hong Kong are the United States 
(41 percent share), Japan (23 percent), the United Kingdom (8 per- 
cent), and Switzerland (5 percent). 


IMPLICATIONS FOR THE UNITED STATES 


U.S. exporters should find it profitable to devote more attention 
to Hong Kong. Although Hong Kong's image abroad is often that of 
a small marketplace, it ranks among the top 20 U.S. export markets. 
Hong Kong enjoys one of the fastest growing economies in East Asia 
and the world. The outlook is for continued expansion. To main- 
tain its rapid growth, Hong Kong is moving from dependence on ex- 
ports of textiles, garments, and low-priced consumer goods toward 
more sophisticated manufactured products in an effort to diversify 
the economy and establish a reputation for high-quality production. 
U.S. firms can contribute to Hong Kong's industrial diversifica- 
tion efforts by aggressively pursuing the markets generated by Hong 
Kong's new needs. 


The potential for sales by U.S. firms already exists. Hong Kong's 
consumers are increasingly affluent. Per capita GDP jumped from 
US$1612 in 1973 to US$4192 in 1980--a real growth of 48 percent in 
1973 constant market prices. In addition to servicing Hong Kong 
itself, U.S. firms should also explore Hong Kong's growing role as 
an entrepot for trade with China and the region. 


While opportunities abound, Hong Kong's open market is very compet- 
itive. The Hong Kong Government is committed to free trade. There 
are virtually no import or export restrictions. Tariffs are levied 
on only three items: tobacco products, liquor, and hydrocarbon 
Oils. U.S. firms will face tough competition from Japan and China, 
Hong Kong's two major import markets. Because the Hong Kong market 
is so open, U.S. companies must offer not only competitive prices, 
but also reliable supply with assured delivery times and after-sales 
service. Local customers often seek assurances that new U.S. firms 
will remain committed to the Hong Kong market and serve as reliable 
supply sources. 
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Best Prospects: Aggressive U.S. firms will find export prospects 
are particularly good for building supplies and equipment, elec- 
tronic components, business equipment, computers and peripheral 
equipment, consumer goods, electronics industry production and 
test equipment, hotel and restaurant equipment, materials handling 
equipment, packaging equipment, health care equipment, grocery 
items, processed foods, and raw fruits and vegetables. In addi- 
tion, quality U.S. textile products of cotton or synthetic blends 
should be competitive; U.S. suppliers can capture a larger share 
of the Hong Kong market, which currently is only 2 percent. For 
additional information on best prospects for U.S. exports to Hong 
Kong, the U.S. Department of Commerce has a more detailed analysis 
available to American business firms. 


Hong Kong's efforts to diversify its economy and industrial base 
open up new opportunities for American investors. The fields of 
engineering, metal products and metal rolling/extrusion/fabrica- 
tion, foundry items, motor vehicle components, and other products 
requiring a high degree of finishing are some areas where poten- 
tial for American investors exists. U.S. investment can provide 
not only additional capital but also the advanced technology, new 
ideas, and sophisticated management that will be needed to move 
Hong Kong's economy to a higher, more sophisticated stage of de- 
velopment. Potential deterrents to future decisions to invest in 
Hong Kong include such factors as overcrowding, the high cost of 
office and residential space, and severely strained infrastructure 
facilities, particularly in the transport sector. On the other 
side of the coin, however, Hong Kong offers substantial advantages 
in its highly favorable governmental policies and attitudes, ex- 
cellent communications throughout the region, and ready access to 
a broad spectrum of financial and related services. 


Gateway to China: Hong Kong's role as the gateway through which 
the People's Republic of China expands its foreign trade and 
attracts foreign capital and technology to support its economic 
modernization program adds a new dimension to the Hong Kong-U.S. 
relationship. Hong Kong can provide an excellent demonstration- 
in-use of American products, industrial equipment, and services 
that may be suitable to the development and expansion of China's 
light industries. In addition, Hong Kong offers U.S. businesses 
interested in China a unique source of experience, knowledge of 
the contemporary scene, and financial services that can be inval- 
uable in steering through the complexities involved in trading 
with or investing in China. 
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Hong Kong-China: U.S. firms can take advantage of Hong Kong's 
trade with China, which continues to expand rapidly. In 1980, it 
registered a 65 percent increase to reach a total two-way trade 
of US$5.6 billion. There is no doubt that Hong Kong's future is 
more closely than ever connected to China's--a fact recognized in 
the Hong Kong Diversification Report, which recommended the closer 
linking of Hong Kong's infrastructure with China. The opportuni- 
ties that now exist for Hong Kong companies to establish joint 
ventures in China, particularly in Guangdong Province, will re- 
lieve to some extent the pressure on demand for scarce land in 
Hong Kong. Supplies of components from nearby regions in China 
partly under the control of Hong Kong companies may improve the 
competitiveness of Hong Kong's exports. The Hong Kong Government, 
therefore, just implemented new rules on outward processing ar- 
rangements to enable local manufacturers to undertake certain 
intermediate processes outside Hong Kong while still being eli- 
gible for Hong Kong origin certificates. This can be seen as one 
of many cooperative efforts to move towards closer economic ties 
with China. 
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